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SUBJECT: Corporations to Provide and FTB to Publish Information on Certain Tax
Credits dained By Corporations

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
X amended__ April 26, 1999

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED/AMENDED __ April 26,1999 STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

Under the Adm nistration of Franchise and Incone Tax Law, this bill would require
corporate taxpayers that claimcertain credits to provide the departnment wth
specified information regarding the credits clainmed and carried over, nunber of
enpl oyees, and the wages and health benefits provided to its enpl oyees.

This bill also would require the departnment to publish the information in a
manner that identifies the nane of the corporation with the specified information
reported by that corporation. The bill would require the information to be

provided to the Legislature and the public in a manner determ ned by the
departnment and to be published on the departnent's website.

SUMVARY OF AMENDMENT

The May 12, 1999, anendnents resol ved the inplenentation and technica

considerations identified in the departnent’s analysis of the bill as anended
April 26, 1999. Except for the inplenmentation and technical considerations, the
departnment’s analysis of the bill as amended April 26, 1999, still applies.

Upon further review of this bill, the departnment has identified further

i npl ementation considerations costs that would be associated with the

adm nistration of the bill, as shown bel ow

| MPLEMENTATI ON CONSI DERATI ONS

Pursuant to discussions with the author’s staff, the attached anendnents woul d
resolve the follow ng i npl enentati on consi derations:
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I mposition of Penalty and Suspension of Credit
The bill states that the credits would not be allowed until the taxpayer files
the required information

It is unclear what woul d happen after the passage of the full 27-nonth period
(90 days after notice plus 24 nonths) and the inposition of the maxi mum $25, 000
penalty if the taxpayer never provides the information

If a taxpayer clains the credit and, upon notice and the inposition of the
first penalty, decides that it would be better not to claimthe credit, it is
uncl ear whether the departnment nust still inpose the penalty even though the
taxpayer files an anended return and decides not to claimthe credit.

It is unclear what woul d happen if the taxpayer clains a credit and fails to

provide the information, but in the subsequent years, clainms the carryover for

that credit.
The proposed amendnents woul d change this provision to require that the ful
penalty woul d be inposed and the credits would be denied if the taxpayer fails to
file the information with the tax return and the failure continues for 90 days
after the departnent sends a demand to the taxpayer to file the information. The
anmount of the penalty is left blank pursuant to the request of the author’s
staff.

Credit vs. Carryover

The bill would require taxpayers to report the anmount of any carryover credits
cl ai mred and woul d i npose the penalties and deny the credits for failure to
provide this informtion.

If a taxpayer does not claimany credits, but instead clainms only carryover of

credits clained in earlier years, it is unclear whether the bill would
“suspend” the allowance of the carryover as it would the credit.

The bill states that the information provided nust include the anount of *any
carryover credits clained.” This appears to reach beyond providing information
on the carryover of any of the listed credits, to instead require information
on “any carryover credits clainmed,” including carryovers for credits not |isted
in the bill.

The proposed amendnents woul d provide that carryover of credits would be denied
in the sane manner as would the credit, as di scussed above. Al so, the anendnents
would clarify that the carryover information required would be only that rel ated
to the credits specified in the bill.

Mul ti - Busi ness Taxpayers
The bill would require any taxpayer that clains any of the credits to provide
i nformati on about the taxpayer’s activities.

If the taxpayer is a world-w de apportioning corporation, it is unclear whether
the bill would require the corporation to include world-w de information, or
only the information for the trade or business that generated the credit. For
instance, if a world-w de apportioning corporation has a trade or business
inside an enterprise zone and clains the enterprise zone credits, it is unclear
whet her the bill would require the corporation to report information for all of
its world-wi de locations, or only the information for the trade or business
inside the enterprise zone, which generated the credit.

If the taxpayer is a large corporation with nunerous subsidiaries, it is

uncl ear whether the corporation would have to fill out a separate information
formfor each subsidiary, or would include all information from al

subsi diaries on one form
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The proposed amendnment woul d provide that, for taxpayers claimng any of the
econom ¢ devel opnent area credits, the informati on provi ded nust be only that
information relating to the taxpayer’s trade or business activities in the
econom ¢ devel opnent area. For taxpayers claimng any of the other credits, only
information relating to the taxpayer’'s trade or business activities in this state
woul d be required.

If this bill is anended as proposed, staff anticipate that this bill would be
i npl emented as foll ows:

Approxi mately 8,000 taxpayers currently claimone or nore of the listed tax
credits. Staff anticipates that these taxpayers |ikely would be the |argest
corporations in the state because the |argest corporations are the ones nost
likely to claimthe listed credit. Many returns for |large corporations are so
| arge they conme in boxes.

A check box woul d be added to the front of the return for taxpayers to indicate
that they have clainmed one or nore of the listed tax credits. Another form
al so woul d be devel oped for taxpayers to provide the information

Upon initial processing, any returns with the box checked woul d be pull ed out
of normal processing and sent to a special unit, which would be created to
adm ni ster the provisions of this bill.

The special unit would review each pulled return to determ ne whether the
information formis included and is conplete.

If the formis included and is conplete, the information reported would be
entered into a data base for publication and for inclusion on the departnent
websi te.

If the formis not included or is not conplete, the special unit would issue a
notice to the taxpayer to provide the information within 90 days and woul d hol d
the return for that tine period.

If the taxpayer provides the information within 90 days, no penalty would be
i nposed and no credits would be denied, and the return would be returned to

the normal processing systemafter the information is entered into the data

base.

If the taxpayer fails to provide the information within 90 days, the specia
unit would issue a notice of proposed assessnent that would deny the credits
and i npose the penalty provided in this bill.

DEPARTMENTAL COSTS

Under the above discussed inplenentation plan, staff prelimnarily estinmates that
the order of magnitude of the departnental costs would be as shown in the
foll owi ng tabl e:

Franchi se Tax Board
Order of Magnitude Costs
(in mllions)

1999/ 00 2000/ 01
Personal Services (approximtely 27 0.9 0.9
per sonnel years)
Operati ng Expense and Equi prent
Depart nental over head
Tot al
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Thi s anal ysis does not take into account all of the facilities and related costs
that might be incurred to create space for the special unit that woul d be
created. These costs have the potential of significantly increasing the costs
identified in this analysis.

BOARD PCSI TI ON

Pendi ng.



Anal yst Jeani Brent
Tel ephone # 845- 3410
At t or ney Patri ck Kusi ak

FRANCH SE TAX BOARD S
PROPOSED AMENDIMVENTS TO AB 1220
As Amended May 12, 1999

AVENDIVENT 1
@apd EG. COUNSEL: Pl ease nodi fy Section 1 of the bill as foll ows:

SECTION 1. Section 19141.7 is added to the Revenue and Taxation Code, to
read:

19141.7. (a) Any taxpayer subject to any tax inposed by Part 11
(comencing with Section 23001) and—elaimngany—credit—allowed by any of the
sections that neets the criteria specified in subdivision (c) shall provide the
followng information for each incone year as part of the taxpayer's origina
return fer—each—+neore—year—in a formand manner specified by the Franchise Tax
Board no later than the due date of that return, as provided in Section 18601, or
t he extended due date of that return, as provided in Section 18604:

(1) The nane of the taxpayer claimng the credit or carryover of credit
specified in subdivision (c).

(2) The anount of each credit specified in subdivision (c) clained by the
t axpayer

(3) The anount of any carryover eredits of each credit specified in
subdi vision (c) clainmed by the taxpayer—inthe tncore—year.

(4) The nunber of full-tinme equival ent enpl oyees enpl oyed by the taxpayer
wHthin—thisstate-as specified in subdivision (d) as of the first day of the

taxpayer s i ncome year For purposes of this section, "full-tine equivalent

seandaed—ia++~%+ae—me#kmeek— The nunber of fuII-tlne eqU|vaIent enployees
enpl oyed by the taxpayer shall equal the follow ng:

(A) The total nunber of hours worked for the taxpayer, as specified in
subdi vision (d), by enployees (not to exceed 1,750 per enpl oyee) who are paid an
hourly wage divided by 1, 750.

(B) The total nunber of nonths worked for the taxpayer, as specified in
subdi vision (d), by enployees who are sal ari ed enpl oyees divided by 12.

(5) The nedi an weekly wage or salary paid to the eerpoeration-s taxpayer’
nonsupervi sory enpl oyees during the income year as specified in subdivision (d)

(6) The percentage of nonsupervisory enpl oyees for which the eerperation
t axpayer pays at | east 80 percent of the health or nedical insurance prem uns
during the inconme year as specified in subdivision (d). For purposes of this
section, "health or nedical insurance prem uns" means any paynent nade with
respect to health or nedical insurance costs of the corporation's enployees for
whi ch a deduction is clainmed pursuant to Seetien—162of thetnternalRevenue Code
section 24343, relating to trade or business expenses.




(b) A taxpayer claimng eredits any credit or carryover of credit
specified in subdivision (c) shall retain and nmake available to the Franchi se Tax
Board, upon request, any docunents and information necessary to substantiate the
i nformati on specified in subdivision (a).

(c) Subdivisions (a) and (b) shall apply to any taxpayer elaimhg-eredits
that has gross_receipts, less returns and allowances reportable to this state, of
five mllion dollars ($5,000,000) or nore and that clains any credit or any
carryover of credit allowed by any of the follow ng sections:

(1) Section 23609 (relating to qualified research expense).

(2) Section 23612.2 (relating to enterprise zone sal es tax).

(3) Section 23622.7 (relating to enterprise zone wages).

(4) Section 23622.8 (relating to manufacturing enhancenent area wages).

(5) Section 23624 (relating to inmate | abor wages).

(6) Section 23633 (relating to targeted tax area sal es tax).

(7) Section 23634 (relating to targeted tax area wages).

(8) Section 23636 (relating to joint strike fighter wages).

(9) Section 23645 (relating to local area mlitary base recovery area
sal es tax).

(10) Section 23646 (relating to local area mlitary base recovery area
wages) .

(11) Section 23649 (relating to qualified manufacturing property).

(d) (1) In the case of a taxpayer that clainms any credit or carryover of
credit allowed by sections 23612.2 or 23622.7, the information required by
subdivision (a) for those credits shall be limted to information relating to the
taxpayer’'s trade or business activities within the enterprise zone.

(2) In the case of a taxpayer that clains any credit or carryover of
credit allowed by section 23622.8, the information required by subdivision (a)
for that credit shall be limted to information relating to the taxpayer’s trade
or business activities within the manufacturing enhancenent area.

(3) In the case of a taxpayer that clains any credit or carryover of
credit allowed by sections 23633 or 23634, the information required by
subdivision (a) for those credits shall be limted to information relating to the
taxpayer’'s trade or business activities within the targeted tax area.

(4) In the case of a taxpayer that clains any credit or carryover of
credit allowed by sections 23645 or 23646, the information required by
subdi vision (a) for those credits shall be |limted to information relating to the
taxpayer’'s trade or business activities within the |ocal agency mlitary base
recovery area.

(5) In the case of a taxpayer that clains any credit or carryover of
credit allowed by sections 23609, 23624, 23636, or 23649, the information
requi red by subdivision (a) for those credits shall be limted to i nformation
relating to the taxpayer’s trade or business activities within this state.

(e)(1) If a taxpayer claimng eredits—allowedby—any—oftheseections—any
credit specified in subdivision (c) fails to file the information required under
subdi vision (a), the both of the follow ng shall apply:

(A) The taxpayer shall pay a penalty of ene-theousand-dolars($1,000)
for eaeh the income year with respect to which the failure occurs.

(B) Any credit or carryover of credit specified in subdivision (c) clained
by the taxpayer in the incone year shall be denied.

(2) No penalty shall be inposed and the credits shall not be denied if:

(A) the information required under subdivision (a) is filed within 90 days
after the Franchi se Tax Board sends the taxpayer a notice and demand to file the




required i nformation.

ZIWy il o the int : ceitied | bdi vi si o

the failure is shown to

be due to reasonabl e cause and not willful neglect.

(g) The Franchi se Tax Board shall annually publish the information
required by subdivision (a) for the nost recent year available. This publication
shall include the nane of any corporation claimng the credits specified in
subdivision (c) along with all of the information required to be filed pursuant
to subdivision (a). The publication of this information shall be provided to the
Legislature and the public in the form and manner as determ ned by the Franchise
Tax Board and shall include posting on the Franchise Tax Board's |nternet
websi te.



